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Organisation and Administration of the Department 
of Munitions 


By S. LILLYWHITE 


| (Being an address delivered at the Annual Meeting of the Commonwealth 
Institute of Accountants, South Australian Division) 


I have been invited by your Council to address you this evening in 
» respect to the organisation and administration of the Department of Munitions. 
»Ilam glad of the opportunity of speaking to such a representative gathering 
= of accountants, because, although I know your particular interest will be in 
Sthe addresses which are to follow and which have to do particularly with the 
Haccounting side of the work, I feel that you will appreciate that part of the 
= work all the better for having the background of the organisation as a whole. 


ORGANISATION 


The Department of Munitions is controlled ministerially by the Minister 
for Munitions (Hon. Norman Makin, M.H.R.) and departmentally by the 
Secretary of the Department (Mr. J. K. Jensen, 0.B.£., F.c.A.A., who is the 
permanent head of the Department), in collaboration with the Director- 
General (Mr. Essington Lewis—Chief General Manager, Broken Hill Pty. 
Co. Ltd.). 

When I mention Mr. Jensen’s name I am reminded that this vast under- 
faking is largely the result of the vision of our permanent head, Mr. Jensen. 
"When the last war ceased Mr. Jensen was in England as a liaison officer for 
Australia in connection with production of munitions. He felt so convinced 
mat the Armistice of 1918 did not mean that the 1914-1918 war had been a 
ar to end war’’—but that within his own lifetime another great war would 
r—that he immediately began to plan what Australia could do in that 
t. However, Mr. Jensen’s foresight was vindicated when, in 1940, the 
Australian Government decided that we must immediately “put our house in 
@der” as far as munitions production was concerned. When the then Prime 
inister began to look for some scheme to do this, Mr. Jensen had a fairly 
plete scheme ready to hand over to him and this was adopted almost as 
prepared it. 

The creation of this Ministry arose very largely as a result of the tremendous 
of armaments when the British Army retreated from Dunkirk. As you 
probably aware, practically all the best of the British armament was lost, 
d the British Empire was indeed in a very precarious position which, had 
been exploited fully by our enemies, might have resulted disastrously to 
Empire. 

sit became evident to the Australian Government that Australia, as far as 
ssible, must become self-supporting and, if possible, more than self-support- 











THE AUSTRALIAN ACCOUNTANT AUG. 


ing—that is, that we should assist other parts of the Empire. To do this, the 
assistance of prominent men in the engineering and business world was invoked 
by the Government. These men have collaborated and become a part of the 
Commonwealth Government departmental system, and this arrangement has 
been to the very great advantage of the war effort generally. 

As already stated, we have as our Director-General a man of outstanding 
ability and experience—Mr. Essington Lewis—and he is assisted by directors 
controlling the various phases of production effort who are also well known 
in the industrial world of Australia; such names as L. J. Hartnett (General 
Manager of General Motors Corporation), W. J. Smith (of A.C.I.), E. V. 
Nixon (public accountant, of Melbourne) and others come readily to our 
minds. 

As Assistant Director-General, we have a departmental officer in Mr. 
N. K. S. Brodribb, who has had a long experience in munitions activities in 
Australia. 

An enumeration of the directorates which have been set up in the Depart- 
ment will indicate the scope of the Department’s activities. Originally there 
were eight directorates, but as the scope of the Department’s work has been 
increased it has been found necessary to increase the number of directorates, 
and there are now twelve, i.e., Explosives, Gun Ammunition Production, 
Ordnance Production, Armoured Fighting Vehicles, Materials Supply, 
Machine Tools and Gauges, Radio and Signal Supplies, Locomotive and 
Rolling Stock Construction, Finance, Labour, Shipbuilding and Technical 
Practice. As I have already stated, each of these directorates functions in its 
particular domain and is under the direction of a director assisted by a 
controller, and that gives you an idea of what we term our “Central Adminis- 
tration” —i.e., the headquarters of the Department of Munitions in Melbourne. 

However, it was not intended, nor desirable, that the control of this vast 
effort should be tied up at one central point and, therefore, a policy of 
decentralisation has been adopted from the commencement, with the result 
that in each State we have direct representatives of at least a number of the 
directorates. 

The control of the activities in the various States falls into two particular 
lines: 

First—The production of munitions in annexes and private industry. 

Second—The production of munitions in Commonwealth-owned factories. 


The Board of Area Management, which I represent to-night, controls the 
former, and the Commonwealth Government factories are controlled by the 
Factory Board at our Central Office through the State Business Adminis- 
trator, Mr. S. McGregor Reid; the Divisional Manager, Mr. W. M. B. 
Fowler, and the Manager of the Penfield factory, Mr. J. Cochrane. 

The functions of the Board of Area Management are: 

First—To supervise the carrying out of the programme within the State 
insofar as the activities of the Department, other than through 
Commonwealth factories, are concerned. 

Second—To co-ordinate and develop capacity and productive effort of 
private industry ; and 


Third—To set up and administer the various annexes. 


DEFINITIONS 


Now, the question has been asked, “What is meant by ‘munitions’?” I 
will read to you the formal definition as set out in our original Charter: 
“Armaments, Arms, Ammunition, Weapons, Vehicles, Machines, Ships, and 
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the includes Materials necessary for their production and also includes such 

ked things of whatsoever kind as the Minister by Order declares to be munitions, 

the but does not include Aircraft.” 

has That is a very wide definition and, as you will see, almost anything might 

be brought under the control of the Munitions Department; so, to-day, we 
ling have a very wide range of work to control. 

tors 

wn FUNCTIONS 

eral I find it somewhat difficult to narrow down to a few minutes’ talk the 

V. functions of this great Department, but for the sake of clarity I will give 

our them to you under four headings. 

(a) Acquisition and establishment of factories and shops for production. 

Mr. (b) The operation and management of factories for munitions production. 

; ma (c) The employment and training of technicians, workmen and others for 
production. 

irt- (d) The control and limitation of profits in relation to the production of 

ere munitions. 

- Of course, it is this latter function in which you gentlemen, as accountants, 

es, are particularly interested, and, as your Chairman has already indicated, these 

na aspects will be dealt with by my two Senior Cost Investigators—Mr. G. E. 

"y; Scantlebury and Mr. B. G. Symonds—and by Mr. S. H. Richardson, who 

7 is Controller of Accounts at one of our large contractors’ establishments. 

7 PROCEDURE 

is- Now, perhaps, you would like to get a “bird’s-eye view” of the way in 

re. which we proceed with our work. 

ist Orders emanate from the various Fighting Services—i.e., if the Navy or 

of the Army or the Air Force want something made, they place a demand on 

ilt the Department of Munitions, which is essentially a production concern. 

he The Controller of the Production Orders Department of our Ministry 

decides whether these articles are to be produced in a Government-owned 
ar factory or whether they should be handed out to private enterprise, and he 
diverts the orders accordingly. As a Board of Area Management we are 
interested only in those orders which he decides shall be produced in private 
industry, and he then sends them on to the directorate concerned, which, 

- through the Board of Area Management in one of the States, decides on the 

1€ contractor. 

e There are various factors which affect the decision as to the selection of a 

- contractor : 

. (a) Where the article to be produced is similar or analogous to an ordinary 
commercial production and it is known that there is a worthwhile field 
of capacity, the Board of Area Management asks the Contracts Board 

e to call tenders, and when this has been done the Board of Area 

h Management places an order in accordance with the selected tender. 

(b) Where the article to be manufactured is entirely foreign to any work 

f that has been done before and where it is felt that it would be 


impossible for any contractor to tender intelligently, or where the 
field of capacity is so limited as to restrict the possibility of tenders, 
the Board of Area Management selects a contractor who it is thought 
has at least the nucleus of the capacity required. 

These are some of the ways in which the Board decides where an order is 
to be placed, and when the contract has been placed the Board of Area 
Management follows up production to ensure that so far as possible the 
schedule required is adhered to. 
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You will understand, as I said before, we are a producing Department, 
The demanding service—such as the Army, for instance—sets the standards 
which are required, and it is our job to see that the goods are produced to that 
standard. Before the Army will accept the goods they have them very 
carefully inspected, and in this way only those goods which are made up to 
the required standard are brought into use by the various Services. 


DIRECTORATE OF FINANCE 


As you are most interested in the financial aspects of our work, I will give 
a little more detail in respect to the general financial approach of the Board 
of Area Management. 

As I stated in my opening remarks, at the head of this side of our work 
there is the Director of Finance, Mr. E. V. Nixon. This gentleman has a 
very clear mind and is able to express himself in very clearly-defined terms 
and in various brochures which have been issued from time to time—such as 
his “Contracts and Contract Procedure” and “An Explanation of ‘Standard 
Conditions Applicable to Contracts on a Cost-plus-Profit Basis’ ’””—and which 
have been made available to many of our contractors, he has laid down the 
general lines along which we work. 

Just let me run over some of these. In our Board of Area Management 
we have our Accounting Branch and our Cost Investigation Branch. The 
Accounting Branch is responsible for the payment of all claims to our 
contractors, and if any of your companies have any complaints to make as 
to delay in receiving settlement, these are the people with whom you should 
get in touch. However, it is our aim to settle all claims promptly, and, 
generally speaking, we are hopeful that we give satisfactory service in this 
respect. 

Before we can pay those orders which have been placed on a “Cost plus 
profit” basis or on a “Target Cost plus Profit” basis the costs are required 
to be examined by our cost investigators, and this is where Mr. Scantlebury 
and his men come into contact with you. 

Briefly then, the Directorate of Finance works along these lines: 

1. It gives financial advice and lays down financial procedure for the 
guidance of the staff and for the assistance or information of contractors. 
Under certain conditions, financial assistance to contractors can be 
arranged. 

Imprest bank accounts are set up and used under certain conditions 
by our annexes and contractors. 

Approvals are given for variations of contracts and contract procedure. 
Costs of production are investigated and ascertained. 

Profits are controlled and limited. 

Costing procedure and terms are laid down. 


AVENUES OF PRODUCTION 


Although I may be repeating something already stated, I will just 
enumerate clearly the avenues through which our Department gets most of 
its work done. These number four. 

First—Commonwealth Government-owned factories. 

Second—Annexes: An annexe, generally speaking, is a Commonwealth- 
owned building which is erected adjacent to an established indus- 
trial concern and is operated on behalf of the Government by 
the parent firm. 

Third—Major Co-ordinating Contractors: In this category I would 
instance a classic example of co-ordinated work in the production 
of the 2-pounder and 6-pounder anti-tank guns. As many of you 
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are aware, the Board of Area Management selected a large motor 
body-building firm to act as major co-ordinating contractor, and 
associated with this firm were between fifty and sixty other 
contractors. It has been an outstanding example of what co- 
ordination can achieve when there is the will and the ability, 
and both the major co-ordinating contractor and the associated 
contractors are to be very heartily congratulated on the success 
which they have made of these contracts. 
Fourth—Contractors: That is, those to whom we let direct contracts. 


TECHNICAL 


I cannot claim to being any authority to speak on technical matters, and so 
I can merely give you a few ideas and allow you to apply them, but I feel that 
what I have to say will perhaps help you to realise something of the enormous 
problems which face both our Department and our contractors in the work 
which we have undertaken. 

Interchangeability—This is a very important feature. You will realise 
that our guns and our ammunition might be required in any part of the 
Empire, or that our ammunition might be required in a British gun or British 
ammunition in an Australian gun. Consequently, it is most important that 
all of our production should be interchangeable with production from other 
parts of the Empire. This aspect is controlled very largely by our laboratories 
at Maribyrnong, which are able to establish an absolute standard of quality 
and an absolute standard of accuracy of measurement. It is stated that during 
peace time production of a certain class of ammunition proceeded for 12 years 
without being tested in a British gun, and then someone suggested that we 
should send a consignment home to England to see if it could be fired 
through the gun there. The result was quite satisfactory. So you will see 
the benefit of our laboratories. 

Precision—In our laboratories we have a pressure bar apparatus for 
determining violence of explosions of priming and detonating compositions, 
and this can measure to one-400,000th part of a second on either side of 
the maximum pressure. 

Parts—Coming now to some of the bigger items of production. The 25- 
pounder gun, for instance, contains about 1,500 individual parts. The Bren 
gun has been talked about a good deal, and you may be interested to know 
that to produce this gun over 30,000 separate types of tools and gauges are 
required, and nearly 20,000 different drawings were made. I mentioned that 
the 30,000 was of different types of tools and gauges, but, of course, in many 
cases considerable quantities of each type would be required, and if you take 
an average of 10-number per type, you would see that over 300,000 tools 
and gauges have been required just for this one project. 

I should like to tell you quite a number of other matters of a similar nature, 
but must pass on. 


HISTORICAL 


It is perhaps interesting to compare the effort being made in Australia in 
this war with what was done during the last war. 

So far as I can find out, during the last war we produced cordite, small 
arms ammunition and some materials; at the peak of employment about 2,400 
persons were engaged in munitions production. After the last war—in fact, 
not very long before this war was commenced—it was decided by the Govern- 
ment to manufacture 3-inch anti-aircraft guns, and it took the Department 
three years to make the first 28. Now, just let us compare some of the effort 
of the present war since this Department of Munitions was set up. 
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Take the 3-7-inch anti-aircraft gun. One shop alone has turned out, in 
the last two or three years, more guns than the total number of guns used 
by the A.I.F. in the last war. The number of persons employed in the 
manufacture of munitions in Australia at the present time is probably about 
150,000. 

You will be glad to know that Australia to-day is virtually self-supporting 
in regard, at any rate, to all the principal items of munitions requirements, 
and you will have heard from statements made by the Minister recently that 
we are now in a very good position as far as production is concerned. 

As business men, however, perhaps you would be able to realise something 
of what is being and has been done if I tell you that the capital expenditure 
throughout Australia by the Government during the past three years has 
amounted to over £60,000,000. 

Of course, it will be impossible for me to tell you all the things that are 
being made in South Australia. For one thing it would take me too long, 
and for another reason there are still some things about which we do not 
talk. However, anti-tank guns and machine gun carriers are South Austra- 
lian jobs, and it is very interesting to notice that 1,000 of the 2-pounder 
anti-tank guns were produced in the same month as 1,000 machine gun 
carriers. We also make large quantities of 25-pounder shells, various kinds 
of fuses, primers, gaines, depth charges, flame floats, field wireless sets and 
that kind of equipment. 

As you are aware, this war is being fought very largely by an “Army on 
Wheels,” and so we have many kinds of mobile requirements from the various 
Forces. We have portable hangars for the R.A.A.F., mobile kitchens, mobile 
refrigerators, mobile hospitals and various kinds of trailers. We have drums 
for winding telephone cables; we make machine tools, spirit bubbles, clino- 
meters. And so one might go on almost indefinitely. 

To give you perhaps some idea of the magnitude of the South Australian 
effort, I will give you just a few figures. The tooling-up programme for one 
project contracted quite recently is estimated to cost nearly £90,000, so that 
you can envisage what the cost of the project itself might be. We have about 
150 manufacturing contractors. The value of the contracts let by the Board 
of Area Management during the first two years—i.e., up to the end of last 
- June—amounted to nearly £18,000,000. The payments which are being made 
by our Accounting Branch are about £1,300,000 per month at the present 
time. 

The Board of Area Management commenced to function on July 1, 1940, 
with a staff of three officers. Now we number about 200, and it must be 
remembered, also, that from time to time we have given up quite a number 
of functions which we had been controlling, such as Tradesmen Dilution 
Committee, supply and development work, registration of labour, and so on. 

In the recent news which has come from the Front, especially the victories 
which have been achieved in Egypt, Libya and Tunisia, we see something 
of the effect of the flow of munitions from Australia and from other parts of 
the Empire. 

CoNCLUSION 


I would like to say in conclusion, and as a result of a very close study of 
this matter, that while we are developing all this material force we must not 
neglect the equally-important factor of the development of the spiritual forces, 
without which we cannot say we have an all-out national effort. 
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Cost Investigation for the Department of Munitions 
By G. E. ScanTLEBURY 


(Being an address delivered at the Annual Meeting of the Commonwealth 
Institute of Accountants, South Australian Division) 


A. EXPLANATION oF VARIOUS TYPES OF CONTRACTS 

In following Mr. Lillywhite’s explanation of the general set-up of the 
Department of Munitions, and before discussing the objects and purposes 
of Cost Investigation, I propose to deal with the various types of contracts 
adopted by the Department in connection with its programme of munitions 
production. These may be classified under four principal headings: 

(a) The “fixed” or “firm price” contract. 
(b) The “maximum price” contract. 

(c) The “target price” contract. 

(d) The “cost plus profit” contract. 

With regard to (a)—This type of contract operates where the Department 
or the Board of Area Management is generally satisfied that the price 
submitted by the contractor is reasonable and includes only a fair margin of 
profit. Generally the cost investigator is not concerned with this type of 
contract unless he is required, by the ordering authority, to carry out an 
investigation of the costs of production. This procedure is frequently 
followed for the purpose of establishing the margin of profit derived by the 
contractor and enabling the ordering authority to decide whether such price 
is reasonable or whether negotiations should be entered into with the 
contractor for a reduction in price for future contracts. 

It is desirable that this type of contract should be encouraged in connection 
with munitions production, as contractors become more and more acquainted 
with that type of work. It is the desire of the Department that it should 
operate wherever possible, particularly where competitive prices can be 
obtained, or where contractors consider they are in a position to submit “firm 
price” quotations, provided of course that such prices can be checked with 
reasonable accuracy by the technical officers of the Department. 

(b) “Maximum price” contracts—These contracts may provide that the 
amount to be paid is to be regarded as a “maximum” and be subject to a 
“fixed” margin of profit or a “reasonable” margin of profit. This type of 
contract is not generally entered into by the Munitions Department in South 
Australia, although it is in common use by the Contracts Board throughout 
Australia and by the Munitions Department in New South Wales. 

The “maximum price” contract is nothing more nor less than a glorified 
“cost plus profit” contract, the only difference being that the contractor has 
agreed to a “maximum” price which, from our experience, is usually well on 
the safe side so far as the contractor is concerned. However, it is not usually 
favoured by contractors and, in my opinion, should not be encouraged by the 
Department. It possesses all of what may be termed the “vices” of a “cost 
plus profit” contract and none of the virtues of the “fixed price” or “target 
price” contract. 

If a contractor is aware that he will only be allowed a “fixed” margin of 
profit on cost of production there is absolutely no incentive for him to strive 
to reduce his costs below the figure on which such margin of profit is based. 
There is no inducement for him to improve his methods and increase his rate 
of production. Consequently such a contract condones inefficiency and 
uneconomic methods of production. 

(c) “Target price” contract—This type of contract may be described as 
the “happy medium” between the “fixed price” and “cost plus profit” contract. 
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It enables a contractor to submit what may be considered a “reasonable” but 
safe price for the project, knowing that he will be allowed as a maximum his 
“target cost” plus the agreed profit margin. In addition he will benefit 
proportionately with the Department as a result of any savings effected 
between his actual cost of production and the “target cost.” The contractor 
is therefore given incentive to improve his methods and rate of production, 
effect possible economies and generally increase his efficiency, knowing full 
well that the savings so effected will be divided between the Department 
and himself. 

(d) “Cost plus profit” contract—I think you are all well aware of the 
necessity for the introduction by the Munitions Department of this form of 
contract, and consequently there is no necessity for me to dwell at length on 
this aspect. Briefly, the principal cause of its introduction was the deteriora- 
tion in the war position, necessitating Australia to enter, to a very substantial 
degree, into the production of munitions for the purpose of assisting England 
and providing for her own defence requirements. This programme required 
very rapid and extensive development. Industry in Australia knew nothing 
of munition production and the requirements in connection with it. Its 
urgency demanded that every factory and workshop capable of being 
converted to the production of munitions and associated requirements 
should be so converted in the shortest possible time. The urgency for the 
greatest possible production of these articles necessitated a diversion from 
the established practice of calling competitive tenders for such production. 
Potential contractors were unacquainted with the requirements of the 
contracts, the type of materials to be utilised and the tolerances required. 
Consequently they were not in a position to estimate the cost of the work 
and submit “firm” or even “target” prices for its production. Further, there 
were no “standards,” nor was it possible to establish “standards” by which 
such prices, if they were submitted, could be checked. Thus the “cost plus 
profit” contract has many what may be termed “virtues” to commend it. 
It enabled the Department to obtain production of munitions and associated 
articles to a maximum degree by securing the services of all available factory 
capacity, including small “jobbing shops” that had never previously entered 
the field of production in any form whatsoever. 

It enabled the contractor to undertake the work, knowing full well ‘hat 
he would be paid all his allowable costs, plus a reasonable margin of profit, 
and that he would not have to run the risks of loss occasioned by inexperience 

It enabled the Department to have all these various types of work carried 
out expeditiously, knowing that only the “actual costs” plus the agreed margin 
of profit would be paid for such work and that the Commonwealth would not 
be called upon to pay exorbitant margins of profit. 

Unfortunately, it is generally agreed that, whilst all these reasons may 
justify the introduction of this method of contracting, it possesses many 
“vices,” and for this reason is subject to very severe criticism which in many 
instances has proved to be justifiable. 

It encourages inefficiency from the fact that frequently uneconomic methods 
of production are allowed to continue. There is no incentive for the contractor 
to revise his methods of production, reduce his costs and increase his 
efficiency. Some even consider the greater the costs of production the 
higher the amount of profit. It is therefore generally most uneconomic and, 
if for no other reason, such a method of contracting should be avoided 
wherever possible. 


B. THe Osyjects, PurposES AND BENEFITS OF Cost INVESTIGATION 


Having thus explained to you the various types of contracts, I propose to 
deal with the objects of Cost Investigation. 
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Briefly these may be classified, so far as the individual cost investigator is 
concerned, as follows: 


(a) To ascertain from the records, books and accounts of the contractor 
the actual costs of production of the articles concerned. 


(b) To agree the costs so established with the contractor. 


(c) To submit to the ordering authority a concise report, setting out his 
findings in regard thereto. 


With regard to the “target price” or “cost plus profit” contract, it is obvious 
that such a procedure is necessary in order that the contractor may be paid 
the amount to which he is entitled under the terms of the contract. 

So far as the “fixed price” contract is concerned, where real competitive 
prices are not available, the object is to ascertain that the contractor is paid 
only a reasonable price for his product. 

So far as the Department is concerned, the objects and purposes of Cost 
Investigation are much more extensive. There is set up in Melbourne a 
branch of the Department known as Cost Co-ordination for the purpose, as 
the title suggests, of co-ordinating all costs relative to each particular project. 
One of the principal functions of the Munitions Department is to act as the 
purchasing authority and arrange for the production and provision of munitions 
and associated stores for all branches of the Services, as well as requirements 
for New Zealand and overseas. A variety of costs are entailed, including, in 
addition to the direct production costs, tooling, capital expenditure, provision 
of machine tools, irrecoverable expenditure for the re-arrangement, extension, 
etc., of workshop facilities and capacity, transport, and numerous items of 
extraneous expenditure. All this expenditure must be co-ordinated, and 
whatever is not related directly to any one project is amortised over the 
various projects to which it is applicable in order that the total costs of all 
articles provided may be recovered from the services concerned. You may 
gain some idea of what this entails when you realise that such projects as the 
production of anti-tank guns, 25-pounder guns, howitzers, etc., require the 
services of anything up to fifty sub-contractors. The production of some 
projects, such as the Beaufort bomber and items of ordnance, are spread over 
several States and the costs incurred by all these contractors must be co- 
ordinated. 

It is therefore only by the work of Cost Investigation in conjunction with 
Cost Co-ordination that the Department can achieve its task of calculating 
the total actual cost of production of all stores, and the debiting of them to 
the services concerned. 

There are still further objects to be achieved from Cost Investigation, and 
in this regard it may surprise some of you to know that these are still being 
developed for the purpose of obtaining the maximum benefits from such policy. 

The responsibility of the cost investigator is to ascertain the allowable 
cost in accordance with the books and records of the contractor. It is then 
by co-operation with technical officers that real material advantages can be 
derived from Cost Investigation. Frequently there is no available standard 
or comparative figures with which to measure the cost of production, so 
that Cost Investigation does not of itself disclose whether or not the cost of 
production is too high. 

High costs may be due to: 


(a) Inefficiency, which may result from either incapacity, failure to plan 
the job in a manner which will achieve the maximum of economy, or 
failure to exercise proper supervision. 


(b) The deliberate inflation of costs. 
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These are factors that cannot necessarily be disclosed by Cost Investigation, 
but having ascertained the facts from the books and records it then becomes 
possible to check the costs by technical examination. Whilst it has not been 
possible to avail ourselves of this added check to the fullest extent in the past, 
arrangements have now been made for the full use of this further method 
of investigation of the costs of production. Costs of every contract under the 
“cost plus profit” basis will be technically examined at the time of each 
progress payment, and it is hoped by this method to disclose if inefficiency 
or other causes of high costs exist during the actual progress of the contract. 

This will enable the technical officers of the Department to take all necessary 
steps to correct inefficiencies or uneconomical methods of production. 

The intelligent use of information disclosed by Cost Investigation will thus 
considerably help to improve the efficiency of contractors and be instrumental 
in the introduction of more economic methods of production. 

The facts disclosed by Cost Investigation enable the Department to ascertain 
which are the most efficient contractors, particularly where more than one 
contractor is engaged in producing the same or similar items, and naturally 
these are the contractors that will be encouraged and supported as production 
requirements decrease. 

It will be then, and then only that Cost Investigation will have achieved 
its final and ultimate aim: that of securing a maximum of efficiency and 
economy in production which will be of inestimable value to industry and 
the Commonwealth as a whole. 





Cost Investigation for the Department of Munitions 
By B. G. Symonps 


(Being an address delivered at the Annual Meeting of the Commonwealth 
Institute of Accountants, South Australian Division) 


Mr. Lillywhite and Mr. Scantlebury have given you the general set-up of 
the Department, and an explanation of the various types of contracts and the 
objects of Cost Investigation. 

I shall give you an outline of the methods of approach by the cost investi- 
gator and the regulations under which he works. 

Firstly, the standard conditions governing Cost Investigation are laid down 
by the Director of Finance and are set out by him in a booklet entitled “An 
Explanation of Standard Conditions Applicable to Contracts on a Cost Plus 
Profit Basis.” 

The cost investigator sets out to obtain accurate costs based on the standard 
conditions laid down by the Director of Finance. 

In obtaining the necessary information, he has to adapt his methods of 
checking and investigation of costs to the system of costing and book-keeping 
that is in operation where the investigation is being made. 

As you are all aware, the three elements of costing are: 


(a) Direct Labour. 
(b) Direct Material. 
(c) Overhead, sometimes referred to as On Cost, burden or manufacturing 
expense. 
Before commencing any investigation, information is sought as to the 
procedure adopted by the manufacturer with regard to the costing of their 
ordinary production, and briefly the matters looked into are: 
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Direct LABour 


The method of recording the arrival at and the departure from the works 
of employees; whether time clocks are used; metal discs; or whether the 
foreman or other officer records the time. 

How job or production orders are issued and who authorises their issue ; 
what type of time sheet is used in the allocation of employees’ time, whether 
daily or weekly ; what check do they get before being sent to the cost office. 
Are they checked with the clock card if such is installed? It is essential to 
see that time is correctly recorded, as so much depends on this item. 

The amount of wages paid weekly is also checked, and a reconciliation 
made at intervals between the wages paid and the total amount allocated to 
jobs and indirect accounts. 

Actual wages only must be debited to defence costs. Standard methods of 
costing are not recognised by the Department unless the system is properly 
set up and all variances can be correctly allocated to jobs. 

In obtaining costs, I always try to get actual productive hours recorded 
as well as wages value. 

For cost records and the purpose of a technical check of the job, the number 
of man-hours involved is the most valuable in estimating and keeping a check 
of efficiency. 

The classification of employees, their rates of pay, marginal allowances, 
etc., are looked into, also as to what award employees are working under. 


Drrect MATERIAL 


Method of ordering supplies, whether contracts are entered into, quotations 
invited as required or otherwise purchased. Receipt of stores and if same 
are taken on charge and by whom, or charged direct to the job. If stock 
cards are maintained, and if quantities and values are shown. Invoices are 
checked and compared with quotations and original orders. Are trade 
discounts as distinct from cash discounts allowed for? What special discounts 
are allowed over periods for large quantities purchased? The recording of 
invoices and postings to the various control accounts, if any. 

Issues—If materials required are scheduled and issues made according to 
schedule or bill of materials. 

Control of store issues; who authorises such issues and are they made on 
numbered issue notes and are they signed for? 

I have known instances of issue notes being lost through not being numbered 
and checked, and jobs being completed with large discrepancies in material 
charged. The method of pricing issue notes and the check made on such 
pricing are also examined. 

Test checks of postings by the cost office to jobs and the allowances made 
for scrap materials ex jobs. 

It is surprising how many contractors have no control over their stores 
and materials, and although they may be very careful as regards actual cash 
being recorded correctly, the fact that large sums can be lost due to ineffective 
stores and material control is lost sight of. 

Without effective stores control material is wasted, spoilt material is dumped 
in the scrap heap, and a contractor is not aware of his losses until it is too 
late. In our investigations of defence contracts a check is made with the 
actual item as compared with the material charged, and in complicated jobs 
such as engines, guns, etc., the assistance of the technical officer is obtained. 


OVERHEAD 


Now this is the most difficult part of a cost investigator’s job and consider- 
able care must be taken in arriving at the correct cost of this element. In 
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compiling costs of this element there are certain items of expense that are not 
allowed by the Department, and most of you are aware of these. They are 
all set out in the booklet, “Standard Conditions Applicable to Contracts on a 
Cost Plus Profit Basis,” referred to previously. 

These items have been disallowed for a very definite reason, and if impartial 
thought is given to them it will be agreed that they should not be included 
in defence costs. I will give you a few of them. 

Taxes on income or profits are not manufacturing or administration costs 
and as such cannot be allowed; they are purely a debit against profits. 

Payroll tax is not a tax on profits, and so is allowed; but no profit can be 
taken on this item. 

Remuneration of directors, officers and other employees to the extent that 
such exceeds amounts which are reasonable. 

In assessing a reasonable amount each case is taken on its merits, and one 
of the guiding factors is the amount drawn before work was undertaken. 

Interest—Now this item is the cause of the most controversy and in this 
case I would like to quote some outside opinions which agree with our views. 
Although original capital is referred to, overdraft interest comes within this 
category. The first is an extract from Mr. Henry Ford’s book, My Life and 
Work: 

“T have never been able to understand on what theory an original investment 
of money can be charged against a business. Those men in business who 
call themselves financiers, say that money is ‘worth’ 6% or 5% or some 
other %, and that if a business has 100,000 dollars invested in it, the man 
who made the investment is entitled to charge an interest payment on the 
money because, if instead of paying that money into a business, he had put 
it into the Savings Bank or into certain securities, he could have a certain 
fixed return. 

“Therefore, they say that a proper charge against the operating expenses 
of the business is the interest on this money. This idea is at the root of many 
business failures and most service failures. Money is not worth a particular 
amount. As money it is not worth anything, for it will do nothing of itself. 
The only use of money is to buy tools to work with or the product of tools. 
Therefore, money is worth what it will help you to produce, or buy, and no 
more. If aman thinks that his money will earn 5% or 6% he ought to place 
it where he can get that return, but money placed in a business is not a charge 
on the business, or rather should not be. It ceases to be money and becomes, 
or should become, an engine of production, and it is, therefore, worth what 
it produces and not a ‘fixed’ sum according to some scale that has no bearing 
upon the particular business in which the money has been placed. Any 
return should come after it is produced, not before.” 

The second is an extract from the Radial Times: 

“Whether or not interest on capital should be included as an item of oncost 
in computing the cost of production is a question that has engendered 
considerable conflict of opinion in cost accounting circles. 

“Arguments of almost equal cogency have been adduced for and against 
its inclusion, but the general consensus of opinion would seem to be inclined 
towards a negative view. 

“Interest is payment for the use of capital and is the reward of waiting. 
Capitalists have the choice of placing their money in a class of investment 
which, because it does not involve any abnormal risk or demand their personal 
services in any way, attracts only a normal rate of interest, and of alternatively 
investing their capital in the purchase or setting up of a manufacturing 
business, assuming the responsibilities of management, and the risk attendant 
on the process of manufacture and in the course of trading, with the aim 
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and object of securing from such enterprise a larger return or gain on the 
amount of capital involved, than they would obtain from ordinary investments. 

“Viewed at the outset from this standpoint of personal ownership, it is 
clear in such circumstances that interest on capital can only be paid as a 
share of the profits earned by the business, and that it thus cannot form part 
of the cost of production. 

“Capital is expended in the purchase of materials and in the installation of 
machinery and plant for the purposes of production. 

“In the case of materials used in manufacturing, interest if applied to the 
purchase price requires to be deducted at the end of balancing periods, as 
otherwise, in closing the accounts, credit will have been taken for extra profit 
in the form of this interest charge before it has been actually earned by the 
sale of the product, and finished stocks and work in progress will be shown 
at inflated values. This furnishes further evidence that interest does not 
enter into the cost of production. 

“Certain materials acquire an enhanced value after they have been seasoned 
or matured, and quite properly under such conditions interest from the date 
of purchase until maturity is reached is taken into consideration in determining 
the selling price. Those who are opposed to interest charges prefer the view 
that the material with the passage of time has simply appreciated in value. 

“Machines are installed to increase production and to improve the quality 
of the product, and to a considerable extent hand labour is thus dispensed 
with. In consequence it has been held by those who regard interest as an 
expense of production, that interest on the capital value of the machines 
should be included to represent its wages or its earning capacity if it had 
been invested outside of the business. 

“This increase in output and quality must be reflected in a lower selling 
price to the customer, a greater demand for the manufactured article, and 
an increase in turnover and in trading profits. 

“The imposition of machine wages would in principle operate against the 
reduction of price and the profits earned from increased sales. 

“In comparing the operating costs of various machines, however, it is 
quite correct to introduce the question of interest on the capital value of each 
so that a proper and true comparison may be obtained. 

“Overdraft interest amounts to profits paid to the bank on its capital 
invested in the business by way of overdraft.” 

Now if interest was allowed as a cost in defence contracts, a contractor 
could invest a portion of his capital elsewhere, obtain interest on these 
investments, and also recover overdraft interest in his overhead plus a profit 
thereon. 

Other items disallowed such as insurance against loss of profits, lives of 
employees, etc., bad debts, advertising, etc., are definitely items of expense 
that do not apply to defence contracts although they may be expenses against 
ordinary peace-time business. 

In addition to the specific items of expense disallowed by the department, 
there are other expenses that may not apply to certain contracts or are 
charged as a direct expense in some cases and are also in overhead expenses. 

In this respect I refer to, say, cartage outwards; if delivery is made at 
factory door, this item should be excluded; again, packing may not be 
necessary on a particular contract, therefore it should be excluded. Dies and 
jigs come within this category. 

Some portion of a factory may not now be in use, and only a small section 
in use on defence work. The defence work cannot therefore be expected to 
carry the “fixed” charges on the unused capacity, and such charges must be 


excluded. 
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The same situation could apply in normal times with commercial production 
and the only way to save a business in such cases is not to increase the selling 
price of the goods that are in demand and therefore lose sales and profits 
which help to absorb these charges. 

Again, here I would quote an extract from an address by Mr. D. Mooney, 
President of General Motors Export Corporation: 

“In making up costs as the basis of selling prices, and particularly in 
arriving at what charges to include in the overhead costs, administration must 
begin to wake up to the point that if much of the floor space and equipment 
and many of the tools have been idle for a long time, there is no use in 
continually trying to charge increments for all of these that result in prices 
which evidently the public refuses to pay. I have actually met managers 
during the last year who have increased their non-variable overhead charges 
per unit because, as they explained, there were fewer units being sold, and 
accordingly they had to increase the charge per unit to cover their costs and 
profits. That their markets were shrivelling up did not seem to impress 
them particularly. This kind of costing philosophy kills the goose that lays 
the golden egg. Naturally, we must form our plans to make a fair return 
on our whole capital investment, but our only reasonable chance of doing 
this lies in hanging on to our market position, maintaining whatever pro- 
duction we can in the plant, and taking steps gradually to increase this 
production to normal. Idle plants lose money; full plants make money. A 
plant that stands idle very long begins to come under discussion for 
liquidation. Why not try slow liquidation by leaving out much of the 
depreciation and obsolescence factors in the overhead costs, place a much 
lower selling price of the product in the market, take a sporting chance at 
filling the plant, and then drive the other costs down far enough so that 
more of the depreciation and obsolescence charges can again be picked up 
and credited to reserves or profits?” 

Overhead expense must be properly analysed, and only those items of 
expense that cannot be dealt with as a direct debit must come within overhead. 

A contractor can become bankrupt through neglect in debiting overhead 
expense correctly. 

Conversely large profits can be made on “cost plus” contracts via medium 
of the overhead if this expense is not correctly analysed and apportioned. 

When Mr. Scantlebury and I started on this Cost Investigation work for 
the Munitions Department approximately 24 years ago, we were amazed to 
find so many contractors without any costing system whatsoever and many 
had no idea of how to keep the most elementary cost records. 

In carrying out our investigations, information and advice has been given 
to contractors. Explanations have been given as to how easy it is to keep 
good records. 

One of the biggest weaknesses found in many otherwise good systems of 
costing was that the cost records were not tied in with the financial records. 
This is most essential in any costing system, no matter whether it is simple 
or elaborate. 

Many contractors have as a result of conferences with cost investigators 
appreciably improved their costing systems and methods of recording costs. 
Others who never previously even thought of costing their work now have 
reasonably good systems of recording costs. 

There is no doubt that Cost Investigation has been of considerable 
advantage to a very large percentage of firms carrying out defence contracts 
which should be of considerable benefit to industry as a whole after the war. 
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Burroughs 
Wartime Services 


Under present-day conditions, the following Burroughs Services are 
of greater importance than ever to the office executive :— 


time-saving short cuts and co-operate 
with you in revising systems. 


Burroughs qualified experts will suggest 
@ ADVISORY SERVICE 


Burroughs trained service men inspect, 
adjust and repair Burroughs machines 
using genuine Burroughs parts. 


@ MECHANICAL SERVICE 


@ INFORMATION LIBRARIES 


users regarding the latest methods of 
applying present equipment. 


Provides specialised training of operators 
for Accounting, Calculating and Adding 
Machines. Graduates assured of good 
positions. 


@ BURROUGHS COLLEGE and 
OPERATOR SERVICE 


{ss is available to all Burroughs 





ANNOUNCEMENT 


Burroughs Machines of the latest models are now becoming available 
for Government Departments and essential services and industries 





FOR FURTHER INFORMATION 
PHONE THE NEAREST 
BURROUGHS OFFICE 


Burroughs Ii¢ 


SYDNEY MELBOURNE BRISBANE 
ADELAIDE PERTH HOBART NEWCASTLE 
WELLINGTON AUCKLAND CHRISTCHURCH DUNEDIN 
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“A Comprehensive Survey and Explanation of All Aspects of Mercantile 
Law 


AUSTRALIAN MERCANTILE LAW 


R. KEITH vonuan F.1.C.A. 
and 
EDWARD €E. FORTESCUE, A.I.C.A. 


What the ‘Australian Accountant” says of this book: 

“Any businessman should have a volume such as this at hand for reference—even 
if he has passed the Legal Section of the Commonwealth Institute’s examination. 
It should be used, not as an alternative to the calling in of professional assistance, 
but as a reminder of the necessity of using such assistance when a decision involving 
the possibility of legal action has to be made. 

“Any such volume has to be tested in two ways; first, does it cover the ground? 
This one summarises the Australian law on the subjects mentioned—also on Agency, 
Bailment, Bills of Sale, Guarantee, Sea Carriage, Landlord and Tenant, Commercial 
Arbitration, Insurance, and Receivers—more than enough to satisfy the most 
exacting of examiners. 

“Second, does it make the subject as easy as may be for the student with no 
legal training? Professional lawyers tend to believe that no author, unless he is 
one of themselves, can treat legal subjects correctly and completely. Perhaps it is 
just because the authors of this book are both members of the Commonwealth 
Institute that they are able to be simple without losing accuracy. They have wisely 
used the resources of the printing press to make classification clear and to emphasise 
important points.” 

Third Edition, 1943. Price, 15/- (postage, 6d.). 


The Law Book Co. of Australasia Pty Ltd. 


SYDNEY MELBOURNE BRISBANE 


140 Phillip Street 425 Chancery Lane 21 Adelaide Street 
Phone BW 1448 Phone M 2888 Phone B 8882 











RESULTS OF A SPECIALIST’S WORK 
Official Honours List - L. W. Chant Accountancy Coaching Students 
om Accountancy Institutes 


LISTS APRIL. MAY, 1943, EXAMINATION 


Subject. Honoursman or Honours- 


(Alphabetical order) woman. 
Association of Intermediate Ac- Second Place, N.S.W. 
Accountants in counts, No. 1 Third Place, Australia 
Australia Miss M. Brennan 
Final Bookkeeping Sixth Place, N.S.W. 
Accounts 1 Mr. A. Ingram 
Chartered Institute Final Bankruptcy First Place, N.S.W. 
of Accountants Law Third Place, Australia 
in Australia Mr. K. Cochrane 
Final Company Law Second Place, N.S.W. 
Third Place, Australia 
Mr. K. Cochrane 
Commonwealth Preliminary First Place, N.S.W. 
Institute of Third Place, Australia 
Accountants Miss P. E. Glading 
Intermediate Seventh Place, N.S.W. 
Accounts Miss P. E. Glading 
Final Accounts Third Place, N.S.W. 
Mr. C. L. Bernie 
Taxation Fifth Place, N.S.W. 
Mr. D. F. Conway 


PERSONAL INDIVIDUAL COACHING 
LL. W. CHANT, F.1.C.A., F.A.1.S. 
Accountancy Coaching Specialist (Gold Medallist Accounts and Secretarial) 


12 SPRING STREET, SYDNEY “3 B 4537 


Institute 
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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 


Source oF RoyALty 
Recent Decisions of Australian Courts 


The taxpayer company was incorporated in England. It was the patentee 
of a certain water meter. The taxpayer company entered into an agreement 
in Victoria with D. Co., a Victorian company, by which D. Co. was licensed 
to manufacture and sell the meter in Australia. D. Co. agreed to pay to 
the taxpayer company a royalty of 6 per cent. on the net selling price of 
the meters. Later, D. Co. entered into an agreement with S. Co., a company 
registered in New South Wales and carrying on business in that State, 
whereby S. Co. was granted by way of sub-licence the sole right to manu- 
facture and sell the meter in New South Wales; the agreement further 
provided for royalty payments by S. Co. to D. Co. The taxpayer company 
was a party to this agreement, which also provided that the taxpayer 
company should be entitled to exercise in respect of S. Co. certain rights 
of supervision, and to fix the selling price of the meter. No money was ever 
paid by S. Co. to the taxpayer company. The latter had no office in New 
South Wales, or any employees or travellers in that State. 

The New South Wales Commissioner assessed the taxpayer company on 
the sum of £1,999, being the total of the sums paid to it by D. Co. in respect 
of the royalties at the rate of 6 per cent. on the sales of the meter in New 
South Wales. 

Held (George Kent Ltd. v. C. of T. (N.S.W.) (1943) 2 A.I.T.R. 370): 

(i) The taxpayer company was not carrying on business in New South 
Wales. 

(ii) That S. Co. (the N.S.W. company) was not an agent of the taxpayer 
company for the purpose of carrying on business in New South Wales, nor 
was such business a joint venture between the taxpayer company and S. Co. 

(iii) That no portion of the sum of £1,999 was ,derived by the appellant 
in New South Wales, or directly or indirectly from sources in that State, 
and the said sum of £1,999 was not, therefore, assessable to New South Wales 
income tax. 

The taxpayer company, a manufacturer of aircraft engines and spare parts, 
is incorporated, and carries on business, in U.S.A. In 1937 the taxpayer 
company and an Australian company (a manufacturer of aircraft in Australia) 
entered into a written agreement whereby the taxpayer company licensed 
the Australian company for a specified period to manufacture and sell certain 
aircraft engines and spare parts within Australia and New Zealand. The 
agreement included the right to use within Australia and New Zealand all 
designs relating to the engines covered by letters patent or registered designs 
owned or controlled by the taxpayer company within Australia and New 
Zealand. In fact, the taxpayer company had no letters patent for any 
invention in Australia. Accordingly, the Australian company did not exercise 
any rights in respect of any industrial or other property of the taxpayer 
company owned or situate in Australia. The Australian company agreed 
to pay $50,000 and specified royalties on engines and parts manufactured by it. 
Such payments were to be made to the credit of the taxpayer’s account with 
its bank in New York in New York funds current at the time of payment. 
Royalty payments at a cost in Australian currency of £5,092 were made to 
the taxpayer company in New York and the taxpayer company was assessed 
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to Commonwealth income tax in respect of this sum. As the taxpayer 
company was a non-resident the only arguable question was whether the 
sum of £5,092 was assessable income derived, directly or indirectly, from a 
source in Australia. Held that the income in respect of which the taxpayer 
company was assessed was not derived directly or indirectly from any source 
in Australia and the company was not liable to Commonwealth income tax 
thereon (United Aircraft Corporation v. F.C. of T. (1943) (not yet 
reported) ). 

“The words ‘directly or indirectly’ are related to the word ‘derived’ and 
not to the word ‘sources.’ The income must arise from a source or sources 
within Australia, which is equivalent to requiring that the income shall arise 
or accrue from business operations carried on in Australia. The income 
must result directly or indirectly from the operations carried on in Australia 
by the taxpayer and not from operations carried on by some other person 
or company. In the present case the agreement was made in America; the 
appellant carried on no business operations in and had no industrial or 
other property in Australia. All the information and material was supplied 
in or from America. All the technicians were sent by the Australian 
company for instruction except an engineer who was loaned to the Australian 
company and became, for the time being, its officer (see Donovan v. Laing 
Construction Syndicate Ltd., (1893) 1 QO.B. 629; Century Insurance Co. v. 
Northern Ireland Road Transport Board, [1942] A.C. 509). All payments 
under the agreement were made in America in dollars. In fact, and I so 
find, the income in respect of which the appellant was assessed was not 
derived directly or indirectly from any source in Australia, or, in other words, 
directly or indirectly from any business operations carried on by the appel'ant 
in Australia. It is unnecessary to traverse again in detail the many cases 
dealing with the relevant sections of the Income Tax Assessment Act, but 
the interpretation I have given to the Act accords, I think, with the 
principles expounded in the following cases: Lovell & Christmas Ltd. v. 
C. of T. [1908] A.C. 46; C. of T. v. British Australian Wool Realisation 
Association Ltd. [1931] A.C. 224; Studebaker Corporation of Australasia 
Ltd. v. C. of T. (N.S.W.) (1931) 29 C.L.R. 225; F.C. of T. v. W. Angliss & 
Co. Pty. Ltd. (1931) 46 C.L.R. 417; Premier Automatic Ticket Issuers Ltd. 
v. F.C. of T. (1933) 50 C.L.R. 268; C. of T. (N.S.W.) v. Premier Auto- 
matic Ticket Issuers Ltd. (1933) 50 C.L.R. 304; C. of T. (N.S.W.) v. 
Hillsdon Watts Ltd. (1937) 57 C.L.R. 36.” Per Starke, J. 


A PARTNERSHIP AGREEMENT CANNOT HAVE RETROSPECTIVE 
APPLICATION 


The taxpayer, who had been carrying on an hotel business, took his wife 
into partnership under an agreement in writing dated June 12, 1941. The 
agreement provided for the partnership to commence on July 1, 1940, i.e., 
nearly a year earlier. The Commissioner treated the taxpayer as being the 
sole proprietor of the business until June 12, 1941, and assessed him 
accordingly. Held: Taxpayer’s claim disallowed C.T.B.R. (not yet pub- 
lished )—Waddington v. O’Callaghan (1931) 16 Tax Cas. 187 applied. 
The following is an extract from the Board of Review’s decision: 

“The case (Waddington v. O’Callaghan) merely expresses the elementary 
principle that, where the parties to a deed of partnership were not actually 
in partnership before the execution of the deed, nothing which appears in 
the deed can alter that fact. The case also shows that the principle applies, 
notwithstanding any previously expressed intention to commence the partner- 
ship prior to the execution of the deed.” 
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DEPRECIATION OF GAS PropUCER UNITS AND Gas Bacs 


The Taxpayers’ Association of New South Wales has been informed by 
the Commissioner of Taxation that depreciation is allowable in respect of 
gas producer units and gas bags attached to motor vehicles used by a 
taxpayer for the purpose of producing assessable income at the same rate as 
the rate of depreciation allowable in respect of the vehicles to which the 
units or bags are attached. 


Lump Sum RECEIVED By COMPANY UNDER INSURANCE POoLicy 
IN RESPECT OF DEATH OF DIRECTOR 


The decision of Macnaghten, J. in J.R. Comrs. v. Williams’ Executors 
[1942] 2 All E.R. 266 has been affirmed by the English Court of Appeal. 
In that case, the services of one of its members were particularly valuable 
to a private company. The company assured that member in respect of death 
by accident in the sum of £15,000. The member was killed and the company 
received the money. The English courts have held that, for income tax 
purposes, the receipt of the policy moneys was an income receipt of the 
company. Leave to appeal to the House of Lords was granted. 





Local Government Accounting 
Complexities of Systems in Operation in the Australian’ States 


By L. Fitzpatrick, A.1.C.A. 


As between the Australian States, there does not exist in many walks of 
life the freedom of interchange of positions one might expect in a country 
possessing a Federal or Commonwealth Parliament. Not the least important 
example is the case of local government. The law relating to local govern- 
ment is different in each State and a qualified Town Clerk in, say Victoria, 
is not eligible to hold similar office in New South Wales, unless he is 
qualified under the Local Government Act, 1919 (New South Wales). 
Much of the law differs considerably and the owner of property in each State 
is faced with a multiplicity of procedures. Even certain details of accountancy 
procedure differ greatly in the several States. 

This Journal being essentially a work dealing more particularly with 
accountancy, it is proposed to restrict this article to the variances appertaining 
to bookkeeping and accountancy in local government offices. 

Firstly there are different classifications of funds. For instance, in Victoria 
the general fund of a municipality is called the Municipal Fund, into which 
the ordinary revenue of the council is paid. However, there are also special 
accounts into which must be paid moneys received for special purposes. 
This Municipal Fund must be applied by the council in payment of all 
expenses necessarily incurred in doing anything which the council is expressly 
or impliedly authorised to do. Any other expenditure is illegal and may 
involve the councillors in personal liability. 

In Victoria, the following moneys do not form part of the Municipal 
Fund: 

(a) Proceeds of any loan raised by the council. 

(b) Any money raised by overdraft for the purpose of an agreement 

under Section 654 of the Local Government Act, 1928 (Victoria), 
with an authority or corporation supplying gas, electricity or water. 
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(c) The proceeds of any special improvement charge. 

(d) The proceeds of any extra or separate rate. 

(e) Any money received by special grant which provides that it is to be 

expended for a special purpose. 

In each of the cases a, b, c, d, e, a separate and individual account must 
be kept of the moneys received and such moneys may not be expended except 
for the particular purpose for which they are received. 

In New South Wales, under the Local Government Act, 1919, as amended 
by subsequent Acts, provision is made for the following funds: (a) General 
Fund, into which is paid the money received as general rates and money 
which does not belong to any of the other funds and money borrowed for 
any general purpose; (b) Special Fund, into which is paid any money 
received from a special rate; (c) Local Fund, into and from which money 
is only paid in the same way as a Special Fund, which it closely resembles ; 
(d) Trading Fund, in respect of each trading undertaking as set out in 
Section 418 of the Act; (e) Trust Fund, into which is paid all moneys 
granted by the Governor for any special purpose, all moneys held as deposits, 
or on trust, or all moneys or properties specifically bequeathed to the council 
on trust. 

In South Australia we find not only Municipal Funds but Ward Funds. 

Considerable difference exists in detail relating to rates. In Victoria. all 
land in a municipal district is ratable unless by Section 249 it is exempted. 
The word “land” includes not only land as commonly known, but houses and 
buildings. There may be a ratable occupation of land below the surface. on 
the surface and above the surface. For instance, if a building has a basement 
and two storeys, each in separate occupation, the basement and each storey 
would be separately ratable as land. A gas main or a tram track, the 
property of a private company laid under or in a street, would also be 
ratable. The person primarily liable for the payment of rates is the occupier 
of the property at the time the rate is made, whether or not he is also the 
owner thereof. 

Under the N.S.W. Local Government Act, 1919, “land” includes a mine 
and any river, watercourse or inland water, tidal or non-tidal; and “ratable 
person” means 

(a) an owner in any case where the Act provides that a rate shall be paid 

to the council by the owner ; 

(b) a holder of a lease in any case where the Act provides that a rate 

shall be paid to the council by the holder of the lease. 

The rates provided for in New South Wales are General Rate, Special 
Rate, Local Rate and Loan Rate. In most cases the Valuer-General supplies 
the values. A new valuation is furnished every three years. 

In South Australia, assessments may be based on annual (rental) values 
or on land values. Section 178 of the Local Government Act, 1934-39, 
allows a council to adopt the last preceding assessment with such alterations 
and additions as appear necessary, although a completely new assessment 
must be made once at least in every seven years. 

In Victoria the accounts of a municipality must be balanced to the 30th 
of September in each year and after being balanced must be audited by a 
duly qualified auditor appointed by the Governor-in-Council. Special auditors 
may be appointed in certain cases. 

In New South Wales the auditor is appointed by the council, which first 
fixes the fee to be paid and then advertises, unless the council proposes to 
reappoint its auditor. 

In New South Wales local government accounting, the revenue account 
is divided into two sections in the case of General, Local and Special Funds 
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and three sections in the case of Trading Funds. 
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divided into two sections in each case. 

The following simple Revenue Account and Balance Sheet of the “A” 
Municipality in New South Wales, with subjoined explanatory notes, will 
clearly explain the position in the latter State. 
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The Balance Sheet is 


GENERAL FuNp REVENUE ACCOUNT FOR YEAR ENDING 3lst DECEMBER, 


Expenditure 


General Purposes . 
» Public Works . 
Health Administration, 
Garbage, etc. . 
», Public Services .. 
», Municipal Property .. 
» Miscellaneous Interest 
on Loans .. . - 
» Surplus of Revenue 
over Expend. from 
Revenue Account c/d. 


Transfers to Invested 
Funds— 
For Repayment of 
Ds st ae y 
»» Purchase of Assets 
Balance carried to 
available Funds . 


Liabilities 
Sundry Creditors . 
Available Funds Account— 
year now 


£3,170 


for 


Surplus 
ended . 
Less deficit at 
beginning of 
year .. 


1,070 


















































1941 
Income 
£2,000 By General Rate .. .. .. £30,000 
20,000 ,, Extra Charges on 
General Rates .. .. 50 
4,000 . Sundry General Pur- 
1,000 MT cs. ie ae oe 46 10 
1,500 ,, Public Works Contri- 
butions to Works .. 200 
500 ,, Health Administration 100 
» Public Services .. 300 
» Municipal Property 
1,770 ee ee 100 
» Miscellaneous Income 10 
£30,770 £30,770 
By Balance b/d. .. .. £1,770 
, Lransfers from Invested 
Funds— 
£3,000 For Expenditure from 
1,000 LE. 3s se ae. See 
» sale of Fixed 
3,170 Assets oi 200 
»» Depreciation of 
Fixed Assets. .. 200 
£7,170 £7,170 
GENERAL Funp BALANCE SHEET AS AT 3lst DECEMBER, 1941 
Part 1—Available Funds 
Assets 
£1,000 Cash at Bank .. .. .. .. £1,000 
Sdy. Drs. for Out- 
standing Rates . £2,000 
Other Charges .. 100 
2,100 
2.100 
£3,100 £3,100 
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Part 2—Invested Funds 


Loan Creditors .. .. .. £8,000 Land and Buildings .. .. £4,000 
Pt wc 6 aa. 4e-%K0. te. ae 
Deficit— 
Balance at 
oo 2a £600 
Add Exp. from 
Loans, etc. .. 5,400 


£6,000 

Deduct Assets 
Pur- 
chased £1,000 
Deduct 
Rep. of 
Loans 3,000 

—— 4,000 

2,000 


£8,000 £8,000 


It will be seen that all ordinary revenue and expenditure items are 
confined to part 1 of Revenue Account, while adjustments between Available 
and Invested Funds items are located in the second part of the Revenue 
Account. In the case of the Revenue Account of a Municipal Trading Fund 
such Revenue Account is in three parts, the second part containing the 
following : 

To Balance b/d. , Balance b/d. 

» Sundries Interest on Invests. 
» Balance c/d. , Loan Rates 
Sundries 
Balance ¢/d. 


The third section of Revenue Account would then contain the items of 
adjustment between Available Funds and Invested Funds. 

“Available Funds” relates to that which is considered available for future 
expenditure. The assets consist of Cash, Book Debts, Stores and Materials, 
etc., while the liabilities comprise current trade creditors, creditors for 
interest on loan bank overdraft, etc. 

“Invested Funds” contain assets of a permanent nature, such as plant, 
land, buildings, etc., while the liabilities are those brought into existence by 
reason of the acquisition of fixed assets and include creditors for loans, etc. 

If a municipality in New South Wales raises a loan for road works the 
loan bank account and the lender appear in Invested Funds, while the whole 
of the expenditure on roads is charged out through the Public Works section 
of Revenue Account. If a loan rate is levied it will be dealt with in Revenue 
Account, Part 1, of the General Fund in addition to the General Rate. 

Suppose the “A” municipality raised a loan of £14,000 for road con- 
struction. Suppose the loan was repayable over a period of ten years by 
twenty equal and consecutive half-yearly instalments of principal and interest 
combined. The interest rate, we will suppose, was 43% and the half-yearly 
instalment of principal and interest combined was £887/9/10. 

The total interest payable over the ten years was £3,749/16/8, and there 
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was no clause in the mortgage entitling the borrower to pay up the whole of 
the loan at any time. 

Of the loan of £14,000, we will assume that £10,000 has been expended 
on road construction. 

Then the items associated with such loan would be shown in the council’s 
accounts as follows :— 

The first loan instalment was due and paid on 3lst December. The item 
may be represented by journal entries thus: 


Lender Dr. £887 9 10 
Bank Account £887 9 10 
Interest Account Dr. £332 10 O 
Interest Suspense Account £332 10 O 
Ledger 
LENDER’s ACCOUNT 
To Bank Account . £887 910 By Cash .. .. .. £14,000 0 0 
» Balance c/d. .. 16,862 6 10 » Interest Suspense 
Account . .. 3,749 16 8 
£17,749 16 8 £17,749 16 8 











Pusiic Worxs Roap CONSTRUCTION 
To Cash .. .. .. .. .. £10,000 By Revenue Account .. £10,000 


REVENUE Account (First Division) 


To General Purposes 

» Public Works— 
Road Main- 
tenance iw. eee 
Road Constrn. £10,000 
Road Recon. ...... 
Be ee 
—- § &#& waexae 


see eee 





REVENUE Account (Second Division) 
Ete. By Transfers from 
Invested Funds— 
For Exp. from Loan, 
etc. £10,000 


The balance of the Revenue Account is taken to Available Funds Account 
and, in this way, the expenditure from loan on “Road Construction” has its 
effect upon Available Funds set off by the credit of the same amount in the 
second section. 

INTEREST SUSPENSE ACCOUNT 
To Lender .. .. .. £3,749 16 8 By Interest Account £332 10 O 


INTEREST ACCOUNT 


To Interest Suspense 
Account .. .. £332 10 O 


Loan BanK ACCOUNT 
To Lender .. .. .. £14,000 0 O By Cash... .... £10,000 0 O 
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Now, the £10,000 has been paid out of an “Invested Funds” Bank Account, 
being Loan Bank Account, upon work which is debited to the first section 
of Revenue Account (not affecting Invested Funds). If some adjusting 
entry is not made, the Invested Funds will not balance. Therefore, the 
adjusting entry is one which has the effect of debiting Invested Funds and 
crediting “Revenue Account” (second section). This adjusting entry also 
has the effect of effecting the balance otherwise thrown “out” by the debiting 
to Revenue (1) (Available Funds item) of expenditure from an Invested 
Funds Bank Account. 

Pa the Balance Sheet the items associated with the loan would be shown 
thus: 


BALANCE SHEET 


Part 1—Available Funds 
Liabilities Assets 
The balance in this section will not be affected as the £10,000 is 
taken into account both as a debit and a credit in Revenue 
Account, i.e., a debit in Section 1 and a credit in Section 2 of 
Revenue Account. 


Part 2—Invested Funds 
Loan No. (Lender) £16,862 6 10 Loan Bank A/c Balance . £4,000 


RP NO on 4c nara wtb aca alate I IE aia io 4 a ine ‘gvais aoe on 

Invested 

Funds 

Deficit, 

DE ‘seanebavipaee 
Add Ex. 

from 

Loans £10,000 0 0O 
Less Re- 

payment 

of Loans £887 9 10 


In South Australia, generally the liability account for the amount of a 
loan is reduced by the principal amounts in each half-yearly instalment. The 
interest charges are debited to an account known as “ ‘A’ Ward Separate Rate 
Surplus Account,” to which has been credited the amount of separate rate 
collectable for the year. 

The revenue and expenditure statement is prepared in two divisions, the 
first containing items coming within the category of General Fund—for 
instance, those items properly chargeable and earned by the whole council 
as contrasted with revenue and expenditure properly chargeable to an 
individual Ward. 

Where certain expenditure has been carried out on roads, etc., the council 
may decide to charge only portion of the expenditure to the General Fund. 
The excess of General Fund expenditure over revenue is then distributed 
to wards pro rata to the respective amounts of their assessments, and these 
figures are carried down into what is referred to as a second part of the 
revenue and expenditure statement which deals with Ward Funds. 

The council’s surplus of assessments over liabilities is really divisible into 
three sections, namely, Municipal Fund, Ward Fund and Plant Reserve. 
It is usual to make the entries for capital receipts and payments as supple- 
mentary entries after the balance of the revenue and expenditure account 
has been brought down to the credit or debit of Ward Fund Account. For 
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example, if a new building costing £6,000 has been erected during the year, 
the entry at the close of the year will be: 

Ward Fund Dr. 

To Municipal -Fund Cr. 

The debit would be dissected to individual wards in the same manner as 
General Fund expenses, in direct proportion to assessments. Suppose the 
council raised a loan of £8,000 and paid an instalment of £500 and interest 
£200. The rate levy for the year was £800. The entries would be as under: 


LEDGER ENTRIES IN BRIEF 


Lender 
To Bank (Instalment) .. £500 By Bank .. .. .. .. .. £8,000 
To Bank (Interest) .. .. £200 By Interest .......... £200 
Loan Bank Account 
To Lender .. .. .. .... £8,000 
“A” Ward Separate Rate Surplus Account 
To Interest Charges .. .. £200 By Sdy. Ratepayers . .. .. £800 


Ratepayers’ Account 


Oe ee ee 

As the rates are paid, the receipts are paid into the Special Bank Account 
and credited to the Ratepayers’ Account. 

Work done is not written off in full, but remains as an asset in suspense 
in an account referred to as “‘A’ Ward Loan Works.” An amount equal 
to the principal redeemed is transferred from this account to the debit 
of the Sepatate Rate Surplus Account. 

Should there be a year in which the collections are less than the loan 
instalments paid, the deficit must be withdrawn from the Separate Rate 
Surplus Bank Account and paid back to the council’s General Account. 

It might be pointed out here that, generally speaking, a separate rate and 
a general rate are not dissociated on the rate receipt, as both are usually 
payable on the same date. In such cases it is essential to determine the actual 
collections by ascertaining the ratio of the separate rate to the total rate. 

The actual cash surplus for the year (actual collection less actual loan 
instalments paid) is withdrawn from the council’s ordinary account and paid 
into a separate bank account kept for that purpose. 

As an example of how the assets and liabilities of a council in respect of 
a separate rate would appear at a balance period, the following is quoted: 








Liabilities Assets 
Loan . a. ee «+ «+ £6,000 Bank (actual cash surplus) £500 
Separate Rate (Surplus Sdy. Ratepayers .. .. .. 200 
Account ) ie ak 500 “A” Ward Loan Works 
(Amt. in Suspense) .. 5,800 
£6,500 £6,500 








The foregoing are just a few of the variations of procedure selected for 
the purpose of illustrating the divergence of systems in operation. Many 
more examples could be shown in respect of the aforementioned States and 
also with respect to procedure in Queensland and Western Australia. 
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Costing in a Fighting Service 


By Group-Captain S. C. GEorGE, F.C.A.A., A.S.A.A., F.C.LS 


The stores accounting system in our Air Forces closely follows that which 
might be expected in any modern industrial organisation. Although stock 
records account for quantities only and not values, both the ledgers and the 
vouchers could readily be adapted for costing purposes, and the majority of 
accountant officers are qualified accountants. 

Why then is not cost accounting universally introduced in Air Force units? 
In peace time, when personnel choose the Service as a career, accounting 
is accurate and stock control is efficient; in war time, when conditions are 
unstable and staffs inexperienced and constantly changing, there is a wider 
margin of error. Nevertheless, in war as in peace, the Government has an 
obligation to safeguard the public’s money and to ensure that the maximum 
benefit is derived from its expenditure. For the purpose of estimates it is 
also essential to know the cost of raising a new squadron or building a new 
hospital, and to be able to check the actual expenditure entailed against the 
estimates. At first sight it would appear desirable to introduce detailed costing 
throughout the Air Force, but would the expense of such a system be commen- 
surate with the value of the results obtained ? 

A system that could be operated in war could obviously be operated with 
even more success in peace; if it is impracticable in war it may yet be practic- 
able in peace. 

Let us first consider the conditions which prevail in war. Staffs are 
relatively inexperienced; the young and able-bodied are required for more 
active duties than clerical work; accounting must be reduced to a minimum 
so as not to hamper operational work ; figures are anathema to flying personnel ; 
the standard of accounting is therefore seldom high. New constructional 
works are required in isolated locations regardless of cost and in the minimum 
time. Climatic and other conditions may necessitate the provision of personnel 
much in excess of a normal establishment in order to provide for wastage 
through sickness and enemy action. Operational requirements vary so widely 
as to make comparison between units impossible. The extent of losses due 
to enemy action cannot be foreseen. In brief, the cost of a vital operation 
bears little relation to that of its predecessor; the equipment necessary must 
be obtained without consideration being given to its value, and the maintenance 
costs of a given squadron over a stated time do little more than satisfy an 
idle curiosity after the event. A knowledge of the cost of the Bismarck 
battle may, besides inducing the patriotic citizen to invest his earnings in 
the war loan, also cause him to consider ruefully the effects of the war as a 
whole on post-war economics. 

But, it may be argued, there are many other units in an Air Force of a 
more stable nature from the financial aspect than a squadron on active service. 
What about the hospitals, the flying training schools, the stores depots and 
the recruit centres? 

The hospitals operate under conditions most comparable with those in 
civil life and are perhaps the most suited for the introduction of a costing 
system. Let us consider the essential difference between the civil and the 
service hospital. The civil hospital exists only where there is a need for it, 
and its size is decided by known statistics of sickness and accidents in a given 
area. Its probable intake of patients can be measured with a fair degree of 
accuracy throughout the year. The service hospital must be ready to accept 
war casualties which cannot be estimated, and neither the staff nor the number 
of beds can be reduced even though there are no patients for comparatively 
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lengthy periods. The cost per patient is therefore of little value for purposes 
of comparison unless the hospital is functioning to its maximum capacity, nor 
is the cost per bed. There are, however, certain fixed costs, such as deprecia- 
tion on buildings and equipment, and fluctuating costs which are dependent 
upon the number of patients, such as food and drugs, etc. One can therefore 
estimate the daily cost per bed on the assumption that every bed is occupied, 
and comparison becomes possible of the daily costs of hospitals of similar 
types operating under approximately similar conditions. But as rations, 
clothing and uniforms, fuel, light and water, crockery and glass and othe 
equipment are all issued to predetermined scales, and their consumption can 
be measured at the time of issue against these scales, is there any great 
advantage to be derived from the attempt to exercise financial control as well 
as stock control? 

Let us take another type of unit—the flying training school. Different 
types of aircraft may be used at the various schools; the aircraft may be new 
at one school, and, even if the same type, old at another school. One school 
may have to shorten its courses and largely augment its normal intake of 
pupils. Aircraft soon become obsolescent and are replaced by new types. 
Costs may vary greatly between schools of the same type over a fixed period, 
and in an equally great degree over consecutive periods for the same school. 

In England, attempts have been made from time to time to obtain 
maintenance costs of aircraft per flying hour, and of engines per running hour, 
by costing at individual units. The results were of little value. Items of 
equipment, such as a propeller, which were beyond the capacity of a unit to 
repair, had to be returned to the appropriate depot ; the range of items involved 
and their number were so extensive as to make it impracticable for the cost 
of repair to be notified to those units from which the repairable items had 
been received. A rule-of-thumb method whereby three-fifths of the standard 
price of the returned items was credited to the unit had to be adopted, and 
it was recognised that this figure might bear little or no relation to the 
actual cost involved. Many other similarly unsatisfactory features finally 
caused the scheme to be dropped, it being decided that the extra staff needed 
to ensure satisfactory results could not be justified by the value of the results 
themselves. 

Careful consideration shows that most of the factors which mitigate 
against cost accounting in war also prevail in peace. 

There are, however, various activities to which cost accounting can be 
applied, such as bootmakers’ and tailors’ shops, laundries and railways which 
are operated by a Service. The utility of such costs is obvious where similar 
facilities are offered by private enterprise in the same locality. A comparison 
of costs might even lead to the conclusion that it would be advisable to 
contract out of the Service for ordinary repair work on aircraft, engines, 
transport vehicles, etc. But even in these cases political and military 
considerations have to be considered. Should the resources of a government 
be utilised to stifle private enterprise? In other words, should the government 
only compete with the private trader—if it is to compete at all—only when 
it is doing so at an advantage to itself? The more important aspect from 
the military viewpoint is that certain classes of work must be undertaken 
in the service with service personnel, even though the undertaking is economic- 
ally unsound, so that on the outbreak of war or in any other emergency 
trained personnel shall be available. These trained personnel are later the 
pool from which instructors are drawn to train entrants from civil life. 

What, then, are the broad conclusions to be drawn from the foregoing 
remarks? That costing is advantageous should the government be competing 
with private enterprise and this competition is not influenced by political or 
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military considerations. That, as in most cases, issues of equipment are made 
to predetermined scales, if close control is maintained over the issue and use 
of equipment, the costing will look after itself. 

By trial and error one arrives at the practical needs of a unit in men and 
material; from these needs establishment tables are framed; from the estab- 
lishments one can produce estimates. Expenditure can be classified in a 
way that enables it to be checked against estimates. But the mind of the 
layman is so constituted that a sheet of incomprehensible figures will leave 
him with a comfortable sense of administrative efficiency, whereas he is filled 
with foreboding if merely told that an efficient system of stock control is in 
operation. It is therefore likely that for many years to come the member for 
Innisvale will feel that he has done his duty by being able to teil his 
constituents that X Squadron is costing the country the equivalent of two 
State opera houses and a municipal abattoirs. 

Nevertheless, it is possible to produce the cost of operating a particular 
unit by methods which yield approximate results, and which, for all practical 
purposes, are entirely satisfactory. The figures can be obtained rapidly and 
cheaply, and can be utilised as a check against estimates which were probably 
produced many months previously under rapidly changing conditions. They 
can also be used as a basis for future estimates, and for a variety of purposes 
where inter-governmental adjustments are involved. Their uses are, however, 
limited, and they must be subjected constantly to review. The individual 
producing cost statements by these “short-cut” methods must not only have 
a detailed knowledge of the accounting system in operation but also a fairly 
extensive knowledge of the functions of an air force, so that the various 
types of units selected eventually give a fair idea of the cost of putting an 
operational squadron in the air, a figure which can be checked on broad lines 
with data obtained from other sources. 





War-time Responsibilities of Business Executives 


By C. L. S. Hewitt, B.coM., A.I.C.A., A.C.A.A. 


National Security (Supplementary) Regulations 

An amendment to these Regulations empowers the Premier of any State, 
subject to the directions of the Prime Minister, to determine by order the 
hours of opening and closing of any prescribed establishment in the State. 
A prescribed establishment is defined as any theatre, shop, school, office, place 
where any trade or business is carried on or any other establishment, but 
does not include any office, place or establishment under the control of the 
Commonwealth or any factory. 


National Security (Industrial) Peace Regulations 

An amendment to these Regulations empowers the Minister for Labour 
and National Service to refer to the Commonwealth Court of Conciliation 
and Arbitration any matters concerning rates of wages or conditions of 
employment for persons employed on manual work in connection with the 
harvesting for grain of wheat, oats, barley and rye, and the cutting for hay 
of wheat and oats. 


National Security (Food Control) Regulations 


The object of these Regulations is stated to be the ensuring of adequate 
provision of food, foodstuffs, fertilizers and fodder, and to that end an 
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authority is set up to control the growing, production, manufacture, distri- 
bution and consumption of those commodities. A Controller-General of Food 
is appointed by the Regulations, who has, subject to the direction of the 
Minister for Commerce and Agriculture, all the powers conferred upon the 
Minister by the Regulations. The powers conferred upon the Minister give 
to him the authority necessary to control, regulate and direct the growing, 
production, distribution and consumption of food, foodstuffs, fertilisers and 
fodder. 


National Security Act 


An amendment to the National Security Act, consented to on July 3, 1943, 
provides for the making of Regulations for the purpose of conferring original 
jurisdiction on the High Court in any matters arising under the Regulations 
and for defining the jurisdiction of any Federal Court, other than the High 
Court, with respect to any matters arising under the Regulations. Power 
is also provided for the investing of any State Court with Federal jurisdiction 
with respect to any matter arising under the Regulations. 


National Security (General) Regulations 


An order entitled the “Control of automotive spare parts Order No. 2” 
made under these Regulations sets out the conditions under which certain 
automotive spare parts enumerated in the order may be sold or distributed. 
The order provides a form and a declaration which must be completed by 
a person wishing to acquire automotive spare parts from a garage proprietor 
or parts distributor. 


National Security (Prices) Regulations 


Action taken under these Regulations provides for the control of prices 
of second-hand goods. A Prices Regulation Order determines the maximum 
price of used goods sold at auction at 75% of the new price on April 12, 
1943. Where the goods are purchased by a dealer and reconditioned the 
maximum price is 90% of the new cost on April 12, 1943. Fine art goods 
and antiques are excluded from the provisions of the order. 


National Security (Landlord and Tenant) Regulations 


An amendment to these Regulations provides further conditions on the 
eviction of tenants and prohibits any landlord from restricting the tenant’s 
ordinary use of premises or services supplied under the tenancy without 
reasonable cause or the tenant’s consent. 
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War-time Cost Accounting Overhead Expenses 


By G. W. MEuLEMAN 


(Being a lecture delivered before members of the Australasian Institute of 
Cost Accountants, Victorian Division) 


Since the outbreak of war cost accounting has been brought into increasing 
prominence, due largely to two reasons— 

(1) The intense industrial development caused through industry being 
called on to produce items of military equipment, which pre-war were 
generally considered to be beyond the production technique and resources 
of this country. 

(2) Because the Commonwealth as the purchaser of this equipment rightly 
reserved the authority to verify costs of production. 

This latter condition has, I think, given a great impetus to the development 
of cost accounting, due to: 

(a) The manufacturer’s desire to ensure that, on this type of work, costs 

are accurately allocated, so that he will be reimbursed for all expenses. 

(b) Government departments, through Cost Investigation Officers, are 

just as determined in ensuring that the Government is not paying for 
costs incurred on fixed price or civil contracts and that non-allowable 
items are excluded. 

The subject to-night is Overhead Expenses, and in confining my remarks 
to that increment of cost I propose dealing with it in the following stages: 

1. A general survey as to an approach in the segregation analysis and 
allocation of Manufacturing Expenses, and 
2. General comments on expenses, with particular reference to 
(a) non-allowable items of expense, and 
(b) other administrative costs. 

I will endeavour, whilst commenting in this section, to draw attention to 
matters concerned with the subject which have special relationship to war- 
time costing. 


1. APPROACH IN SEGREGATION, ANALYSIS AND ALLOCATION 
OF MANUFACTURING EXPENSES 

I believe it will generally be agreed that the distribution of overheads 
presents the most difficult and the greatest potential source of error in cost 
accounting. This is quite understandable and it is only by a close analysis 
of manufacturing activities and the correct setting up of burden centres— 
both production and service—that the equity of allocations to cost can be 
achieved. 

Obviously, due to the difference in expenses associated with varying types 
of production, the grouping should permit of ready expansion of specific 
expenses common to any one burden centre. As a general indication, 
manufacturing expenses can be grouped somewhat along the following lines: 

100 Accounts—All Indirect or Direct Salaries and Wages. 
200 - All Supplies. 


300 a Miscellaneous Tools. 

400 ia Utilities. 

500 2 Maintenance Accounts. 

600 7 Insurance—Workers’ Compensation. 


700 « Sundry Losses. 

800 _ Fixed Charges. 

900 oe Miscellaneous. 
1000 - Credits. 
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These groups can be extended to care for specific sections or types of 
expense, i.e. : 


101—Salaries and Wages—Purchasing Department. 
102— . " < Storemen, 
103— a ye a. Inventory Control, 


et cetera, and can also be segregated further into departmental responsibility. 


ESTABLISHMENT OF MANUFACTURING EXPENSE CENTRES 
Manufacturing expense centres can be divided into two main classes: 


(i) Productive Areas. 
(ii) Service Areas. 


(i) Productive Areas are those which are directly concerned with the 
manufacturing process and, under normal manufacturing conditions, are 
divided into departments or process areas. However, where markedly 
changing manufacturing conditions exist—as they do in Australia to-day— 
these conditions force changes in the establishment of accumulation and 
distribution centres and, due to the marked variation in equipment being 
manufactured, there is, I believe, a need for the establishment of overhead 
centres by product. 

Some of the factors influencing this are: 


(a) The wide variation in product, associated with which is— 

(b) The introduction of special equipment for manufacture of items not 
previously produced in this country. 

(c) The necessity for extensive internal plant rearrangements to provide 
manufacturing process. 

(d) The fact that much of this special equipment is Government property 
and may be issued on loan. 

(e) The necessity for setting up stockroom and other facilities, as stocks 
cannot be housed in locations when raw materials are not common to 
other production. 

(f) The effect of Government decisions causing expense to be confined 
to special major projects and not of common benefit to all production, 
i.e., decisions to work on special project only on Award holidays. 

These are only a few instances, but the treatment of centres by major 
project does enable a more specific identification and therefore assists in a 
more accurate allocation. Of course, if a plant is engaged in 100% war 
production, the question of allocation is perhaps not so important, but with 
the many Government departments now represented by investigations depart- 
mental differences may occur. 

Of course other productive departments must be established so that, where 
specific project areas use the facilities of that area, the unit of production also 
attracts overhead rates of that department, so that in effect we visualise— 

(a) Specific product areas, and 

(b) General production areas. 


Product areas are concerned primarily with the manufacture and assembly 
of specific products, whilst general departmental areas are the service pro- 
duction areas, which may be engaged in manufacturing for a variety of 
products, including specific projects. 

General departmental areas are not to be confused with service centres, 
which are non-productive in operation but a necessary adjunct to productive 
functions, lending technical assistance and direction. 

As previously mentioned, burden centres should be established after an 
extensive analysis of the manufacturing activities, and this usually involves 
the following : 
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(a) A segregation of direct expenses covering machines, or groups of 
equipment having approximately the same capacity and as such capable 
of doing relatively the same work. 

(b) Expenses of areas and equipment where varying operations are 
performed on various items of equipment of relatively the same value. 

(c) Product areas, such as the direct costs of a production area solely 
set up for the manufacture of a specific project. 

(ii) Service Department Areas.—Having generally considered the estab- 
lishment of production burden centres, it will naturally follow that those 
direct expenses which can be associated with any particular burden centre 
will be classified direct to that expense section. It does, however, follow 
that many expenses are of an indirect nature and cannot be specifically 
identified with any one particular direct expense centre, but in. effect give 
service to all productive areas. 

These expenses are then segregated into other burden centres and, on the 
most equitable basis, redistributed over all productive areas, the basis used 
depending on a variety of factors, but in all cases that most applicable to a 
just redistribution should be followed. 

Service burden centres could be established covering : 

(1) Factory Management. Under this centre would be accumulated in 

the same expense groupings as under productive centres— 

(a) Costs of timekeepers, factory payroll clerks; 

(b) Costs of industrial relations and employment officers, first-aid 
officers ; 

(c) Factory manager and staff having supervisory control over all 
areas, etc.; 

(d) Relevant costs of other than salaries and wages as grouped above, 
but relating to those personnel whose salary and wage cost is 
given, such as stationery, power and light, office and cleaning 
supplies, depreciations, payroll taxes, etc. 

The total cost of this service area could then be monthly re-cast back 

to all relevant productive burden centres or to other service centre 

areas on the basis of man-hours. 

(2) Electrical Generating Plant and Costs. Here the same procedure 
would apply by a segregation into a separate expense centre of all costs 
incurred in the generating of electrical energy. This total cost would 
then be redistributed back over all productive and other service centres 
on the basis, say, of light and power loadings. 

(3) Forwarding and Packing. 

(4) Production Engineering 
and so on. 

Assuming that an adequate set-up of burden centres—both production and 
service—has been established, we can now consider in a general way the 
means of achieving correct allocation to respective groups. 

(a) Direct Expense: This type of expense, which can be described as 
expenses that are directly applicable to and identifiable with a department, 
operation or process, usually presents no difficulty and can be directly 
classified into the production centre concerned against the classification group 
and specific expense account. 

The use of Standard Departmental Work Orders is a good means for 
assistance in classification on both indirect labour and materials and outside 
purchase charges. 

(b) Indirect Expense: This expense, as apart from Direct Expense, is that 
which renders a service to the plant at large. Here also, having established 
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suitable service centres, the means of classification to appropriate sections and 
accounts is largely a job of identification and, where possible, direct classi- 
fication or charging can be made by use of standing work orders. However, 
certain items such as rates, taxes, depreciation, office supplies, workers’ 
compensation, insurance, etc., must be apportioned pro rata. 

In these cases the most equitable basis must be adopted. For example, 
service centres—apart from Indirect Salaries and Wages—must take pro- 
portionate costs of depreciations on buildings, rates and taxes, etc. These 
can be pro-rated on the basis of floor areas occupied in the respective plants. 
Maintenance and Plant Rearrangements must be adequately grouped and 
covered by standing numbers. Lighting and Power must also be accurately 
allocated over all areas or centres on the basis of horsepower loadings and 
running hours, etc. 

These are only a few illustrations, but there should be an attempt to keep 
indirect charges to a minimum and, with proper planning, many expenses 
which—although they appear on the face of things to be indirect—can 
eventually be classified as direct. For example, take establishment charges 
on a new major project. 

Assuming any manufacturer is asked to commence a rather large project, 
there is a period between the placing of the order and actual commencement 
of production, any time up to six months, during which period— 

(i) Engineering are reviewing the design, adapting to local require- 
ments, and preparing material specifications, parts lists, etc. ; 

(ii) Production Engineering are issuing material usages and arranging 
physical facilities, plant rearrangement, etc. ; 

(iii) Supply are reviewing material availabilities, sub-contractor capaci- 
ties, etc.; and 

(iv) Production are reviewing effective personnel, existing capacities, 
etc. 

The costs of all these departments are a direct expense to the project and 
no relationship to their charging exists in production through normal means 
of overhead allocation via productive labour, machine or man-hour rate, or 
whatever method may be adopted for distributing overheads, because pro- 
duction has not commenced. 

Since, more than likely, most of the personnel engaged on these activities 
are salaried staff, the only means of segregating such costs is the use of 
office time-sheets and the charges thus accumulated should be eliminated 
from overhead and treated as direct expenses through a Tooling and Planning 
Account, which is distinct from Manufacturing Expense. 

A further example is major co-ordinating contracts which have had the 
effect of forcing manufacturers to have staff employees use office time-sheets— 
not only in engineering departments, but also in supply and cost offices. 

You will all be familiar with this type of contract, which calls on a main 
contractor to engineer, sub-contract and plan the production of some type 
of equipment, and, in actual fact, all the service facilities of the entire 
company may be placed at the disposal of the sub-contractors to assist them 
in— 

Locating sources of raw materials, 

Engineering, 

Liaison contact with Government department, 
and advancing of financial assistance and general advice; in fact, doing most 
of the work which would fall on the Company if they were actually producing 
instead of sub-contracting—yet the only productive work may actually be 
a minor assembly job. 

Obviously, to endeavour by normal means to allocate all the overheads 
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incurred on such contracts would result in an entirely incorrect charging. 
Therefore, here again the use of office time-sheets would be involved, whence 
the total weekly value could be allocated against the project expense. However, 
it is obviously impossible for a departmental head accurately to allocate the 
cost in time of his efforts, but such supervision could be treated as a general 
departmental overhead and grouped with other similar items, such as 
stationery, telephones, etc., allocation to project costs being made on the 
basis of percentage to salaries and wages. 

Overtime Premiums: The charging of overtime premiums direct to specific 
products can be done in some instances where specific request is made by 
the customer and such premiums are excessive and successive, but, generally 
speaking, are working above normal capacity, in which case the working of 
overtime on any particular project is due to the fall of the production 
schedule. Consistency is, however, imperative once the method has been 
decided on. 

Further emphasis should perhaps be made as regards the allocation and 
segregation of various charges to plant service centres, and as an illustration 
take the Maintenance Shop. 

In many large plants the maintenance area is treated as a separate service 
centre, its function being: 


(a) To render service to specific productive areas so as to ensure 
maximum running efficiency ; 

(b) To render service to other general services, which indirectly assist 
productive areas in maintaining efficiency. 


By the use of Standard Work Orders—or where such running repairs 
have been covered by Shop Orders as involving major direct expenditures— 
these direct charges can be readily identified and charged to productive burden 
centres direct. Likewise, a similar procedure will ensure a ready segregation 
of charges to service areas, provided that in preparing the breakdown on 
such standard work orders for indirect maintenance an adequate analysis is 
made. 

Types of general maintenance, which could be allocated under the factory 
manager’s service centre, for example, would cover maintenance to: 


Cloak rooms and cafe, also first-aid facilities, 
Timekeepers’ offices, 

Library, 

Compressors. 

You will note that these expenses are of a type which generally is relative 
to Productive Labour man-hours and as such can be redistributed to pro- 
ductive areas on this basis. Other segregations can be provided for main- 
tenance of such items as 

Plant supply office, 

Receiving (general) area and warehouse, 

Roadways, 

Supply equipment, etc., 
and, although these costs do not necessarily appear relative to Productive 
Labour or man-hours, some other equitable basis for allocation to productive 
centres can be decided on. The main purpose, however, is to segregate 
similar costs under departmental responsibility so that adequate and just 
redistribution to production areas can be effective. 


(c) Allocation of Burden Elements to Product: This section divides itself 
into two phases: 
1. The pro-rating of service centres to productive areas; 
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2. The absorption of total productive burdens on to product or process 
costs. 

I believe that all will be familiar with the various bases on which this is 
done, but I will touch on each phase in a general way. 


1. Pro-rating of Service Centres to Productive Areas. It will be under- 
stood that, in certain instances, the pro-rating of service centre costs will 
be made in the first instance to service areas as well as productive groups. 
This would happen where maintenance shop was treated as a separate service 
area. The types of service area costs and a basis of redistribution could be: 


(i) Building service, covering watchmen, lighting, general maintenance 
to service equipment, heating, cleaning, on the basis of floor area. 

(ii) General factory expense, covering employment welfare, timekeep- 
ing, general factory supervision, production control, scheduling 
and inspection, on the basis of man-hour. 

(iii) Engineering and production engineering on the basis of time-sheet 
allocation as explained previously, tooling and planning costs being 
segregated to deferred acount for amortisation over production. 

(iv) Supply costs of purchasing, inventory control, etc., by similar 
means of office time-sheet as advocated above—due largely to 
introduction of major co-ordinating contracts. 


2. Absorption of Productive Centre Burdens. Burden is quite frequently 
allocated on some basis without any thought being given as to the conditions 
and problems involved. Such an attitude can only lead to incorrect allocation 
with resultant loss to contractors if incorrectly charged to fixed price contracts 
or overpayment by the Government if made to “cost plus,” providing the 
investigator allows it. Obviously, the basis applied to one department—say 
a machine shop—would not be suitable for a general assembly area, and so on. 

Methods which may be applied are: 


ce (i) Percentage to Labour Cost Method. Perhaps this basis is most 
favoured in Australia, because of its simplicity of operation, but 
it is only practicable and accurate where there is a uniformity of 
processes and labour values. 

(ii) Percentages on Materials Used. This basis can be used for the 
absorption of material receiving, storage and handling expenses 
and is to be applied on either a quantity or value of raw materials. 
Divisions can be made in distribution between the costs of receiving, 
storing and distribution, the pro-rating being also divided on the 
basis of cost or quantity of materials so received and stored, as 
distinct from the quantity or value of materials disbursed. Quantity 
basis is more suitable where materials handled is uniform, but 
working on the principle that valuable goods are frequently in 
small parcels, a value basis is not very equitable. 

(iii) Man-hour Rate. This basis is in many cases preferable to the 
direct labour cost method, particularly where marked variation in 
labour rates applies within a production centre. The D.A.P. 
instruct that this basis is to be used on all aircraft servicing and 
used to insist on a segregation between senior and junior man- 
hours. 

(iv) Machine-hour Rate. This rate, as with man-hour rate, can be an 
all-inclusive rate of direct labour and expense. In assessing rates 
on this basis the expenses directly included would cover: 

Depreciation, insurance, taxes, fuel oil power, repairs and 
maintenance, and portion of departments’ indirect labour and 
supervision with pro-rated cost of general factory overhead. 








318 THE AUSTRALIAN ACCOUNTANT AUG. 


In setting up machine classes and rates it is most essential that 
machines of the same class be grouped. Where bench assembly 
labour is incurred in machine shop area a separate rate should be 
applied to such work. 
The four instances given cover the main methods for the absorption of 
overheads. There are, however, one or two points on which I would like 
to comment: 


(i) Use of single expense accounts within a burden group as applicable 
to specific orders. 
Within a group of expense accounts as applicable to any productive 
burden centres it is quite possible that there may be some class of 
normal overhead which would not apply to some types of defence 
work. For example, where part of a company’s normal peace- 
time activities involved the importation and assembly of a product, 
it may now be that there are items being imported by the Govern- 
ment in the same unassembled condition and then handed over to 
the original importer for assembly from the point of receipt into 
plant, the company cannot materially be held responsible for any 
shortage or defective parts disclosed on unboxing. 
Probably, whilst these Government-imported items are being 
assembled, identical company-imported equipment is also in pro- 
duction and, if the general procedure has been to include such 
replacements as overhead expense, the account in which such cost 
has been accumulated cannot be applied as such to Government- 
imported equipment. It will therefore be seen that it is quite 
possible to have a series of overhead rates within a general pro- 
ductive area for application to identical products produced. 

(ii) Necessity for monthly absorption of overhead and comparison with 
actual. 
I believe it is the exception rather than the rule to have a monthly 
adjustment of overheads to actual with checks on absorption. In 
these days, with the risk of major fluctuations in overhead expenses, 
there is a great danger of companies being too optimistic in setting 
standard absorption rates, which are only checked to actual six- 
monthly or even less. 
This procedure must seriously delay the finalisation of “cost plus” 
contracts and cause investigators considerable trouble, as well as 
misleading the management as to the true position financially. 
Many cases have, to my knowledge, occurred where estimated costs 
have been greatly increased, due to this factor, and such increases 
have not become evident for some months. 
The procedure is not difficult and it pays dividends in control 
medium, as, based on forecasts of labour, man-hours, machine- 
hours (or whatever basis is being used for absorption), estimates 
of manufacturing expense rates are assessed and absorption 
accounts credited. Unit job costs may then be posted or merely 
carried in process until actuals are determined, when postings can 
be made. Of course, this procedure visualises a monthly close-off, 
but this can be arranged without much difficulty if a little planning 
is added. 

(iii) Adjustment of month’s operating income if overhead rate estimates 
are inaccurate. 
If the foregoing procedure is followed as to the monthly balance 
and assessment of overhead rates it may be found that the un- 
absorption on these estimates is excessive. To adjust the month’s 
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operating income to reflect the correct position a record of 
unabsorptions on “cost plus’’ contracts is necessary, involving— 
(a) Labour or man-hours or other relevant absorption basis by 
burden centre; 
(b) Unabsorption rates by those centres. 
An entry can then be made debiting Burden in Process Adjustment 
Account and crediting Burden Absorbed. This entry would be 
reversed on the first of the next month and the actual adjustment 
brought through. 

(iv) For the purpose of absorption of overheads, it is very essential 
that an accurate account be kept of man-hours on productive 
labour, etc., by the centre where work is performed. Otherwise, 
it is possible to visualise the position where the overhead rate of a 
particular area may be applied to labour or man-hours although 
such were not expended in that area. 

(v) Alluding to the comment made previously, we have found that, due 
to the variety of products or projects, a separate payroll is desirable. 
This segregates premium costs and gives correct allocation of 
labour rates. However, it is also found that many transfers of 
labour may take place between production centres, so that great 
care is necessary adequately to record hours and labour where 
worked rather than by payroll centre classification. Otherwise, an 
incorrect overhead application is the result. 

(vi) It has also been our practice to incorporate as part of the general 
ledger all cost accounts. This procedure has worked out entirely 
to our satisfaction. 

(vii) Separate issue of project accounts for tooling planning costs. 
Inasmuch as most of our engineering and production engineering 
personnel are on a salaried basis we have found it desirable to 
issue a separate series of project numbers for use on recording 
hours. These are summarised on to a cost sheet and valued 
monthly. 

(viii) Use of 1000 accounts. 

For redistribution of service centre costs the use of a Redistribution 
Account is recommended. This leaves all gross costs in all areas 
unchanged, enabling trends of expenses in accounts to be closely 
followed, whilst still promoting departmental segregation. 


2a. Non-ALLOWABLE ITEMS OF OVERHEAD EXPENSE 


In the first place you are no doubt all familiar with what is known as the 
“Yellow Peril.” This schedule, issued by the Department of Munitions, 
generally (in some instances, and very specifically in others) itemises certain 
cost factors which cannot be allowed in “cost plus” contracts. 

In connection with non-allowance of interest, I venture to suggest that, 
no matter how closely scheduling of raw material and component parts is 
carried out in relationship to plant assembly needs, most businesses are 
carrying inventories in excess of normal requirements. Furthermore, in many 
instances, finance in the form of progress payments is being made to sub- 
contractors in turn. 

There is no doubt, also, that many manufacturing concerns are “punting” 
on raw materials when the opportunity occurs. By this I mean that forward 
commitments have to be made on many raw materials with the objective of 
possible use at a later date. These factors all tend to over-stock inventories 
and in turn increase overdrafts, on which interests have to be paid, and in 
many cases the allowance of this cost is, in my opinion, justifiable. It is 
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recognised, however, that there is the need for some control of this item of 
cost as being non-allowable, and the favourite argument against its non- 
allowance was removed some time ago when cash discounts were permitted 
to be retained by contractors, except where Government aid finance was in 
existence. 

The subject of unused capacity also calls for some special comment. I am 
not referring in this case to costs relative to unused surplus and idle plant, 
but rather to the difference in absorption due to reduced production capacity. 

What is unused capacity? Normal capacity can be defined as “the number 
of standard productive hours, which will produce, at normal efficiency, 
sufficient goods to meet average sales demand during an extended period.” 

Is unused capacity to be considered the difference between actual per- 
formance and normal capacity as defined above, and if so are such differences 
in unabsorption to be treated as non-allowable cost? I venture to suggest 
that, in most manufacturing concerns to-day, any attempt to assess a normal 
capacity, involving as it does a knowledge of (a) normal operating expenses 
and (b) normal direct labour or machine-hours, would be unsuccessful, 
because of completely altered conditions of manufacturing programmes, 
involving sub-contract work; differing types of machinery; and continued 
expansion and diversity of products being manufactured, affecting very 
materially both expenses and hours in production. Also, all factors are 
radically changing over short periods, so that the normal capacity of to-day 
might be decidedly abnormal within six months’ time. 

Apart from this difficulty of assessing a normal capacity there are other 
reasons which would, in my opinion, make the exclusion of unused capacity 
cost unfair. Some of these are: 

(a) Manufacturers are largely dependent, in many instances, on Govern- 
ment import of the product they assemble or re-operate. Failure of 
such imports to materialise on scheduling production dates should not 
be held against the manufacturer. 

(b) Shortages of machine tools, thread gauges and the like, which are, of 
course, under Government control, may seriously prejudice a manufac- 
turer’s performance, either by not being available or forcing the use of 
less efficient equipment. 

One further item not under the heading of non-allowable, but concerning a 
cost factor which is going to fall very heavily on many concerns after war 
production ceases, is Plant Maintenance. Most manufacturers engaged on 
war work are instructed when to work and when to close, and I think it will 
be generally agreed that general maintenance is falling far behind normal 
requirements. 

I know that, within General Motors-Holden’s Ltd., equipment normally 
carried in all States for chassis assembly is being called on to perform functions 
beyond the capacity for which it was intended. Chassis lines are carrying 
units up to eight tons, whereas four tons is normal. This type of excess 
load must decrease the life of the equipment and tend towards higher main- 
tenance, which cannot be effectively given whilst production requirements 
are what they are. 

This extra cost of depreciation is not covered by allowance for extra working 
hours and it would appear that some allowance in the form of deferred 
maintenance allowance is merited. I believe that it has been the policy of the 
Department of Munitions to make some allowance along the lines suggested, 
but the point I am making is that such is not covered in any finance ruling, 
so that it behoves all manufacturers to watch their own interests. 

Having briefly dealt with the non-allowable items of Overhead cost, it 
perhaps would be interesting to review generally the means by which these 
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costs can be excluded from Manufacturing Overheads. This can be done by: 
(a) Opening up a separate burden centre for non-allowable items, into 
which the costs so disallowed are automatically charged and therefore 
excluded from expense when establishing overheads. 
or 
(b) Charging through current burden centre accounts, but when classifying 
the suffix “N/A.” should appear. Posting would then be made to the 
ledger account as such. At each month-end an analysis of all “N/A.” 
postings would reveal inclusions in overheads for non-allowable items 
and this cost eliminated when taking out actual overhead rates. 

There are, however, many other items of Manufacturing Expense which 
are not specifically mentioned in any ruling that could be questioned under 
the heading of “Charges—reasonable or otherwise.” 

28. COMMERCIAL EXPENSE 

So far we have only considered Manufacturing Expenses, but brief consider- 
ation will now be given to what may be termed Commercial Expense. This 
may cover and be segregated between: 

(a) Administration, 
(b) Service, and 
(c) Sales, including Advertising. 

Each section or type of Commercial Expense is segregated into a separate 
Burden or Overhead centre, but not necessarily applied in per cent. ratio to 
Productive Labour. 

Dealing with Administration Expense, since it is a type of expense which is 
generally attributable to a business as a whole, I believe that the most equitable 
basis for allocation is to absorb as a percentage to Cost of Sales or Cost of 
Production. In doing this, however, it is necessary that consideration be 
given to factors existing under war-time operating. 

For example, due to Government import of products, manufacturers are 
sometimes asked to engage in two distinct transactions on the same product. 
Products imported by the Commonwealth Government may be assembled by 
manufacturers and, as such, charged to the Department concerned. The 
same product is then the subject of a re-purchase contract by the same 
manufacturers for retail sale. 

Here are two distinct transactions involved through Cost of Production 
or Sales: 

(a) Cost of sale on assembly. 
(b) Cost of sale on finished unit sold at retail. 

Obviously it would be unfair to endeavour to allocate administration to both 
costs. The assembly charge is most representative of administrative efforts 
of the company’s executives, and therefore the re-purchase cost of sale on the 
second transaction should be disregarded when assessing administration 
allocations. 

Allocations of Administration Expenses are, of course, subject to adjust- 
ment to actual each month. Suitable work sheets and absorption statements 
should be kept and made available to investigators for verification purposes. 

A suitable grouping of Sales and Cost of Sales accounts readily facilitates 
these finalisations. Deletions for non-allowable items of expense should, of 
course, be made before striking rates. 

As regards Selling, Service and Advertising expenses, similar comments 
apply as in the case of Administration, with the exception that Administration 
is an expense which is justifiably an allowable item on 2!! Defence works 
(after eliminating non-allowables), whilst the treatment as regards absorption 
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of Sales and Service is one which depends to a large extent on contract 
clauses and the product in question. Therefore, very little in the way of 
specific comments can be given. 

Generally speaking, however, provided a proper allocation (and in cases of 
some types, pro-rating) is made, there is not the same difficulty in spreading 
these costs to product as is experienced with manufacturing costs. Care 
should be taken, however, to ensure that these expense centres bear a just 
proportion of all charges, direct and indirect. 


Book Review 


Australian Mercantile Law 

A new—the third—edition of Yorston & Fortescue’s Australian Mercantile 
Law has just appeared on the market. Published by the Law Book Co. of 
Australasia Pty. Ltd., it is designated “a text book specially compiled for the 
use of students preparing for the commercial law examinations of the various 
Universities, Accountancy and Secretarial Institutes, and of other similar 
examining bodies.” 

The field for a manual of this kind, however, is much larger than that 
indicated. In the book’s indexed 370 pages are chapters on contracts, 
principal and agent, sale of goods, partnership, landlord and tenant, arbitration, 
insurance, bills of sale, shipping, patents, receivers, trustees, and several other 
important features of the law relating to commerce—all of practical value to 
men and women in business. This handy book—low priced as it is—should 


be in every mercantile library. 
W. Bruce RAINSFORD. 
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